[image: image1.png]1. Find the effective rates (commonly known as APR);
a. 12.3 % compounded monthly
b. 8.8 % compounded quarterly

€. 13% compounded daily

2. How long will it take your money to double if it carns
a. 9.3 % compounded monthly? Calculate to the nearest month.

b. 4% compounded annually, to the nearest year?

3. The evening news says "Prices rose nine-tenths of one percent during the month of January
This is equivalent to an annual inflation rate of %. Fill in the blank.

Hints: 1. The rate you are given is the actual monthly rate,
that is i. (r does not figure into this problem.)

2. You want the annual effect if this rate continues.

3. Be very careful to interpret "nine-tenths of one percent” correctly.

4. Ata4.5% annual growth rate, how long will it take a population to double?



[image: image2.png]Suppose the old-growth forests in the U.S. are shrinking by 3.2% per year. You can interpret
this as a negative growth rate, i.e. pususe -0.032 as the growth rate.

How long will it take until we have only half as much forest as we do today?

You open a bank account that pays 5% compounded quarterly with a $ 5000 deposit. After 3
months you deposit another $ 5000. After 3 more months you deposit another $ 5000. And
after 3 more months you deposit another § 5000. What is in the account? (Calculate this in 4
separate steps.)

You have $ 10,000 in a bank account paying 6% compounded semiannually. If you
withdraw $ 1000 six months from today, and $ 1,000 every six months until 2 years have
passed, what will be in the account? (This problem has 4 parts.)

Some Swiss bank accounts pay negative interest, i.e. they actually charge you for the
privileges of anonymity they offer. Suppose you deposit $ 1,000,000 of your ill-gotten
gain in a Swiss bank account that "pays" = 3% compounded annually. What will be left of
your money in thirty years?




